
I n t e r n a l  Revenue Service Department of t h e  Treasury 

D i e t r i c t  
Di rec tor  

P.O. Box 2508 
Cinc inna t i ,  OH 45201 

*** *** ******** ********  
**** *********  *** 

**** ********* **** 
*********  * *  **** * 

Dear S i r  o r  Madam: 

Peteon t o  Contact: 
**** *****  

Telephone Number: 
*  * *******  ** . ... - -  

Refer Reply to :  . 
****** 

Date: DEC 1 5 1989 I - - -  AS R~5PDhj;i I IOECLIY~D 6 
~ ~ E ~ I H L  L ~ ~ T L A .  W$C 
C b . 5  I) ~3>/  f l L t / / L b  I 1 8 .  '10 

We have connidersd your apo l i ca t i on  f o r  rscoqnl t ion of exemption from 
FederaL income tax under the provis ions of Sect ion 501(c)  ( 3 )  of! the  
In t e rna l  Revenue Code of 1986 and ice  acicilicable Income Tax 
R e q ~ ~ l a t i o n s .  Baaed on the available information, we have determined 
C h a t  you do not q n a l i f y  fo r  the reasons net fo r th  on Enclosure I.  

Consideracton was qlven t o  whether you q u a l i f y  f o r  exemptlon under 
o the r  subsect ions of sec t ion  501(c)  of  the Code and'we have concluded 
t h a t  you do not. . ! 

As your orqaniaat ion has not es tabl luhed axemcition,'ftom Felieral income 
t a x ,  i t  w i l L  be necessary f o r  you t o  f i l e  an annual income t a x  r e tu rn  
on Form 1041 i f  vau a r e  a  t r u s t  o r  Form 1120 i f  you a r e  a  corporat ion 
o r  an unincorworated assoc ta t ion .  Contr ibut ions t o  you a r e  not 
deduc t tb l s  under sec t ion  170 of the Coda. 

I f  you a r e  i n  aqrecmont w i t h  our  ciroposed d e n i a l ,  p lease  sFqn and 
rstl lrn one copy of the enclosed E'orm 6018, Consent t o  ProDosed Adverse 
Action. 

You have the  r iahc t o  p ro t e s t  t h i s  proposed determlnatFon i f  you 
be l ieve  t h a t  t t  :a i ~ r ~ o c r e c t .  To p ro t e s t ,  you should submit a  w r i t t e n  
aoDea1 qivinq the  f a c t s ,  law and o t h e r  information t o  support your 
pos i t i on  as  explained i n  the  enclosed P u b l i c a t i m  892,  "Exempt 
Orqanizat ions A~Deal  Procedures f o r  Unaqreed Issues".  The aopeal must 
be submitted wi th in  30 days from the  da t e  of t h i s  l e t t e r  and must 
be siqned by one of your p r inc ipa l  o f f i c e r s .  ~ 6 u  may request  a  
hearinq w i t h  a  member of the o f f i c e  of t he  Reqional Di rec tor  of Appeals 
when you f i l e  your acipeal. If a hearinq is requeated. you w i l l  be 
contacted t o  arranqe a  d a t e  f o r  i t .  5!1e hear inq may be held a t  t he  
Reqional O t f i c e ,  o r ,  i f  you reques t ,  a t  any mutually convenient 
D i s t r l c t  O t f i c s .  I f  you a r e  t o  be represented by someone who ie not 
one of your ~ r i n c i o a l  o f f i c e r s ,  he o r  she must f i l e  a  Droner power of 
a t t o rney  and o;hewise q u a l i f y  under our  Conference and P r a c t i c e  
Requirements a s  s e t  f o r t h  i n  Sect ion 601.502 oe tho Statement of 
Procedural Rules. See Treasury Department C i r cu l a r  No. 230. 
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*** ***  ******** ********  **** ********** ***  

I f  you do not pro tes t  t h i s  proposed determination i n  a  timely manner, 
i t  w i l l  be considered by the In t e rna l  Revenue Service a s  a  f a i l u r e  t o  
exhaust availabLe administrat ive remedies. Section 7428(b)(2)  of the  . - - 
In t e rna l  Revenue Code proviaen i n  part  t ha t :  --. . - --  -. 

A decLaratary judqement o r  decree under t h i s  sect ion e h a l l  
not be issued i n  any proceedinq unlesu the  Tax Cauct, the 
Claims Callrt, o r  the d t ~ t r i c t  court of the Unltod Sta tso  For 
the D i s t r i c t  of Columbia determine8 t h a t  the  orqanization 
?n*?311.9~?'! n*hall*b 4d sdminis t ra t ive  remedies ava i lab le  t o  
I t  within the  I n t s ~ - ~ l  Revenue Service. 

I t  we do not hear f tom you w i t h i n  the time specifishi, th'ie w i i l  become 
our f i n a l  determination. I n  t ha t  event,  appropriate  S ta te  officials 
w l l l  bo n o t i f i e d  of t h i a  ac t ion  i n  accordance w i t h  the proviaions of 
sec t ion  6104(c) of the Code. 

Sincerely yours, 

****** *** ******* q 
Di s t r l a t  Director 

Enclosures: 3 

cc: ****** ** ******* **** 
*************** 
********** * * * *** ** 



i 
ENCLOSURE 

A review of your appl ica t ion  and subsequent correspondence ind ica t e s  
tha t  you were incorporated i n  the S ta te  of *****   on ***  *  ****. 
Your Ar t i c l e s  of Incorporation Btate t h a t  the purposes of your 
c o r ~ o r a t i o n  are  t o  cons t ruc t ,  maintain and operate  superior  sol-f - - . - 
f a c i l i t i e s  for  the use and enjoyment of the qeneral  public a t  a--- 
rsasonable user I s  fee w i t h  the  e n t i r e  net d r o f t t e  derived therefrom 
t o  be used for  educational and cha r i t ab le  purposes. 

Ar t ic le  ,111 of the Ar t ic les  of ~ncorpora t i an  a t a t e e  tha t  the 
c o r ~ o r a t l o n  w i l l  be in  exiatence f o r  one hundred years. 

Ar t ic le  V s t a t e s  tha t  the resident  aqont of the foundation w i l l  be 
*****  **** ******* . 

*****  ** ******* , a  ro t i r ed  profeesional qo l f e r ,  I s  the prw3ident 
of t h i s  corporation. **** ******** und **** *******  a r e  a l s o  
d i r e c t o r s  of *** *** ******** ********  **** ********** ** . The 
Ar t ic les  o f  Irlcorporation s t a t e  tha t  the  director,^ may be re-elected 
to  s ~ ~ c c e e d  themselves without l imi t a t  ion. 

Ar t ic le  X I 1  of the Ar t ic les  of Incorporation s t a t e a  tha t  t h fe  
corporation ohal l  have and enjoy the powers enumeiatod and s e t  f o r t h  
i n  Section 4 of the Acc e n t i t l e d  "An Act concernFnq the orqantzat ion 
of foundation o r  holdinq companie~ which prescribe t h e i r  powers and 
d u t i e s u ,  and a s  s a t  fo r th  in  "The ****** deneral  Not-for-Profit 
C o r ~ o r a t i o n  ActN. 

I ,  

The aopl ica t ion  s t a t e s  tha t  i t  ~ r o v i d e s  a  qolf inq f a c i l i t y  f o r  the 
use of the qeneral public. T h i s  would lead t o  leaaeninq the burden 
of the loca l  qovernment and the net proceeds would be used f o r  
educationaL e c h o l a r s h i p ~  fo r  younq qo l f a r s  and younq people workinq 
fo r  the f a c i l i t y .  

*** *** ******** ********  **** ********** ***  and *** *****  ** 
******** entered in to  a  lease aqreement w i t h  the Board of Commissioners 
of the County of ********** . 

A Larqe portion of about *** acres  of Land located i n  **********  
County is leased t o  *** *** ******** ********  **** ********** *** 
t o  cons t ruc t ,  ooera:e and maintain ** holes of qolf and *** p rac t i ce  
qreens. Tho lease aqreement authorizes t h a t  a l l  f ees  s h a l l  be 
comparable t o  those charqed by pr iva te  qolf courses open t o  the 
qeneral public  i n  the area but may not a t  any time be more than ** 
percent q r e a t s r  than those present ly charqed by the municipal qolf  
courses i n  ********* *****  . 

The rsmaininq land i s  leased t o  *** *****  *** *******  f o r  the 
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************************************************** 

purpose of constructinq a modern qolf clubhouse, practice ranqe and 
adequate parkinq faciltties. The lease further stlatea that the club- 
house will contain space for a orofessional qolf shop, with equipment, 
me+chan,-l{a.- an! 4ervices offered in connection therewith. **** *********
will have exclusive riqhts and privileqe of conduatinq and operatinq. a- . -  

restaurant and bar in thh qolf clubhouse. **** ********** ******** ale~--. ----- 
has the riqht to rent his qolf carts to the qolfers of **************** _ -- 
**************************** ***. 

The term of the lease is for *** years. The lessees have the riqht 
to renew the lease for **** successive ****-year periods. 

On ********* **** ****, the director8 of the foundation ~ a s s e d  a 
resolution allorinq it to borrow S******* from ********* ********* **** 
************* tor a term nf ** years with an annuql interest rate at * 
****percent to finance the construction of a public qolP course. It 
further authorized ********** ************************** to exacute any 
and all paper and document for and on behalf of the corporation in 
order to effect said loan and borrowins. 

**** ***************************************** **** flnancad the qolf 
course by enterinq into *** loans with **** ********* ********* **** 
*** ********** and **************** ********. There was no written 
aqrssrnent between the foundation and **** ******** reqardinq to the 
LattSr loan. 

The sole inc:ome of **** **** ********* *********** ***** *********** 
**** La fro11 qreen fees which are charqed at the same rates as the 
mr~nicioal qoLf courses. The past financial data from **** throuqh 
*****  stlowed that only *** percent or less of the Poundationls income 
was used for the scholarship proqram. The pro~osed budqecs of **** 
throuqh **** show that ******** ********* *********** ***** *********** 
**** t s  expected to qive only *** percent of its,total income to the 
scholarship proqram. The orqanization operates a qolf course with 
the estimated income of S******* in **** and only Plans to qive $***** 
to charity. Most of income was used and is expected to be Used for 
crnpLoyoo.3' salaries and maintenance. 

*************, director, eupervises collectinq qreen fees and schedul- 
inq qolfers and******* ******** supervises matntgnance of the qolf 
course and equipment. Each receivas S****** per,year from the founda- 
tion for their services. 

The application further clarifies that t:le caddie? are no lonqer qiven 
priority because of their relations hi^ to the sport of qolf. The 
directors decided to donate the scholarship funds directly to **** *** 
******************************. I 
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Form 1023, Application f o r  Recoqnltion of Exemption under sec t ion  
5 0 1 ( c ) ( 3 )  of the  In t e rna l  Revenue Code, was previously eubmitted by the  
corporat ion on **** *  ****. The D i s t r i c t  Director  denied t h i s  request  
f o r  exenption i n  a  l e t t e r  dated ****** *  ****. Thie pos i t ion  was 
sustained upon appeal by the Reqional Director of ,Appeals. . . - . -  

I _- . I  

The corporat ion claims t h a t  the  cur ren t  a c t i v l t i e g  d i f f e r  from i ts  paat - --- 
a c t i v i t i e s  because i ts  deb t s  were reduced and f a c t l i t i a u  were expanded. 
These chanqes ware made a t  variolis times durinq the  l a s t  ******   
years.  

Section 501(c)  ( 3 )  of the Code provides,  tn  p a r t ,  ' f o r  the  exemptton from 
Federal income tax  of orqanizat ions orqanized and operated exc lus ive ly  
fo r  c h a r i t a b l e ,  r e l i q ious  o r  educational Dllrposes, no park of the ne t  
earnFnqs of which inurea t o  the benef i t  of any pr iva te  eharehalder o r  
indlvidna1.. 

Section I .  501(c) ( 3 ) - l ( a )  ( 1 )  of the Requlations s t a t e s  t h a t  i n  o rder  t o  
q u a l i f y  nnder s ec t ion  5 0 1 ( c ) ( 3 )  n f  the Code, an brqanization must be 
both orqanFsed and operated exclusively fo r  one q r  more exempt purposes. 
I f  an orqanfzation f a i l s  t o  meet e i t h e r  the  e rqaniza t iona l  o r  
opera t iona l  t e s t ,  i t  i u  not exempt. 

Section 1 . 5 0 1 ( ~ ) ( 3 ) - l ( c ) ( l )  of the Requlations s t a t e s  t h a t  an orqaniza- 
t i on  w i l l  be reqarded as "operated exclusively" f o r  one o r  more exempc 
pllrposes only i f  i t  enqaqes pr imari ly  in  a c t i v i t i e s  which a c c o m ~ l i s h  
one or  more of such exempt Durposea spec i f ied  i n  sec t ion  501(c)  ( 3) of 
the Code. An orqanization w i l l  not be so  rdqarded i f  more than an 
in subs t an t i a l  par t  of i ts  a c t i v i t i e s  i e  not i n  fur therance of an exempt 
puronse. 

sec t ion  1 . 5 0 1 ( c ) ( ) - 1  1 ) i  of the Requlatfons s t a t e s  t h a t  an 
orqanizat ion I s  not operated exclusively f o r  one o r  more exempt purposes 
unless  i t  serves a  public r a the r  than a  p r iva t e  in ' t e ras t .  I t  must not 
be operated f o r  the benef i t  of desiqnated fndfviduals  o r  the  oersons who 
created i t .  

Section 502(a)  of the In te rna l  Revenue Code s t a t e s ,  t h a t  an orqanizat ion 
which opera tes  f o r  the primary purpose of c a r ~ y i n q  on a  t r ade  o r  
business f o r  p r o f i t  s h a l l  not be exempt from taxatlion under sec t ion  501 
on the qround tha t  a l l  of Lts p r o f i t s  a r e  payable t o  one o r  more 
orqanizat ions exempt from taxat ion under sec t ion  ' ' 1 5 0 1  of the I n t e r n a l  
Revenue Code. ' 1  
Section 513(a)  s t a t e s  t h a t  an 0rqan:zation 10 suh ,ec t  t o  t a x  imposed 
by sec t ion  51 1 ,  on any t rade o r  business tm,cp ~:r .*&uct  of which is not 
substat1tiaL:y r e l a t ed  t o  the exerc ise  o r  P - '  ,drndt('ce by such orqaniza- 
t l on  of i ts cha r i t ab l e ,  educat ional ,  o r  dthed purpose o r  funct ion 
ccnstLtut inq the bas i s  f o r  i ts exemption under sec?tlon 501. 
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*** *** ******** ********  **** ********** ***  

Revenue Rulinq 67-5, C.B. 1967-1, 123 describes a foundation cont ro l led  
by the c r e a t o r ' s  family which is operated t o  epable the c rea to r  and h i s  
family toenqaqe  i n  f i nanc ia l  a c t i v i t i e s  which a r e  benef ic ia l  t o  them, 
but detr imental  t o  the foundation. The f o u n d a t i o n i s  operat inq f o r  r 
subs tan t i a l  no:r-exempt purpose and serves the privaEe i n t e r e s t s  the  
c rea to r  and h i s  famiiy, and therefore i e  not e n t i t l e d  t o  exemptiorrftom--- _ --- 
Federal income tax under sect ion 501 ( c )  ( 3 )  of the 1:nternal Revenue Code. 

Revenue Rulinq 74-298, C.B. 1974-1, 133 s t a t e 6  tha t  a  nonprofit  orqani- 
zat ion whose so le  a c t i v i t y  i e  egonsorinq an annual professional  qolf  
tournament for  which i t  leases  a qolf course and charqes admission, is  
not operated primarily f o r  an punmpt p:r;zz~. A proreasional  qolf  
tournament is an a c t i v i t y  tha t  can be operated f o i  p r o f i t ,  and the 
9 p 0 n ~ 0 t s h i ~  of such a  qolf tournament can i t s e l f  ,be -a bui inass  f o r  
p r o f i t .  The qolf tollrnament ~ponS0ted by the orqanization i e  ca r r i ed  on 
w i t h  the qanaral public and i t s  operated in  a  manner s imi l a r  t o  
toarnaments operated f o r  p r o f i t .  

asvenue Rulinq 66-225, C.B. 1966-2, 227 s t a t e s  t h s t  an orqanizat ton 
formed by the owner of a  reqular ,  for -prof i t  business i e  not e n t i t l e d  
t o  exem~t ion  when the orqanization is used. a s  a  par t  of the pr iva te  
business.  

*** *** ******** ********  **** ********** ***  wao orqanizad and 
t s  operated by *****  ** ******* , who a l so  operates  a  pr ivate  business 
adjacent t o  the foundationls qolf couree. A s  described i n  the l ease  
aqreement, he has exclunive r ight  t o  o w r a t e  his pro-shop, bar ,  
r e s t au ran t ,  parkinq f a c i l i t i e s  and qolf c a r t  r en ta l .  Since the  founda- 
t ion  has no such f a c i l i t i e s  of its own, the  users  of the foundation 
a u t o m ~ t i c a l l y  become patrons t o  *** ******* 8s adjacent businesses.  The 
q o l t e r s  who w i s h  t o  cent qolf c a r t s  w i l l  have t o  ten t  them from *** 
***** ** . 

The o m r a t t o n  of the foundat ionas q c l :  course and operation of 
*** *******  I s  adjacent business become p a r t s  of the same business.  
~ h u s  the r e s u l t s  of one w i l l  help the other  successfu l ly  i n  business.  

This corporat ion was financed throuqh pr iva te  loans ,such  a s  loans from 
Small Business Admini~t ra t ion  and *****  ** * ******** . T h i s  is an 
unusual approach f o r  developinq the  public  r ec rea t iona l  
f a c t l i t i a s .  They are  usual ly financed throuqh qovetnment support and/or 
the qeneral public.  I t  i e  na tura l ly  underatood tha t  *****  ** ******** 
has an economic i n t e r e s t  i n  the  qolf course. The qolf  course i s  
s t ronqly  cont ro l led  by h i m  t o  protect  h i s  economic i n t e r e s t  i n  the 
foundation throuqh the loan. Because the foundation and h i s  p r iva t e  
business work hand i n  hand, i f  the qolf corlrse succeeds so does h i s  pro- 
shop, bar and res taurant .  The qolf couree operated by *** ***  



. . 
********************************************** * * .  

************************************** **** does business with the qeneral 
public but it is operated in a manner to benefit ********** ********. 

This orqanization devotes larqe amounts of time and money to an activity 
that produces very little for charity. Its primary purpoae is to carry - .  

on a trade or busineas ?or profit or benefit of' the individual(_~L - 
Therefore, the charitable or educational activity ,becomes a secondary -. 

purpose to the rtlnninq of qolf course. Accordinqly, the operation of 
this foundation is for the private benefit of **** ********** ********* 
and lacks a siqnificant charitable accomplishment. 

r J . - - - ~ - - - - - -  - - - * ( ~ m  G n 9  =f t h e  Tnr+~.na)_ Ravaniia C'!'!dn ntatau that an . L . , . , . , . . ~ . , ' . " C r ,  err--.-.. - - -  
orqanization shall not qualify for exem~tion under section 501 on the 
qround that LC uses all of ite net income- for charitable purpoees if 
its primary purpose is to conduct a trade or busineas for profit. *** 
****************************************** **** conducts a trade or 
business for profit and qives some of its funde to an exemDt orqani- 
zatton. Section 502 of the Internal Revenue Code prohibits exemption 
to such an orqanization. 

Therefore, **** **** ********* *********** ***** ************ * * * .  
does not meet the reqllirements set forth in section 501(c)(3) of the 
Internal Revenue Code. 

Based upon the information recently submitted, we have concluded that 
thle corporatlon hae not chanqed or has not attempted to chanqe ite 
purposes and acetvities to comply with section 501(c)(3) of the Internal 
Revenue Code since our oriqinal determination , was made in ****. 
Therefore, w 9  nqaLn deny the application of *************************** 
***** **************** for exemption. 

This is a denial letter. 




